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**** *****  
Farm: 1041 

C_EITXIEIS MCIIL 

G e n t  1 emen : 

T h i s  i~ a Final Adver-se D e t e r m i n a t i o n  as  t o  your e x e m p t  s t a t u s  
u n d e r  S e c t i o n  5 0 1 ( c ) ( b )  o f  t h e  I n t e r n a l  Revenue Cade .  

Our a d v e r s e  d e t e r m i n a t i o n  was made f o r  t h e  f o l l a w i n g  r e a s a n t s ) :  

* * * * * * * * * * * * * * * ********* * * * * * * * * *  ********* ' s  a c t i v i t i e s  
c o n s i s t  o f  p r o v i d i n g  p a r t i c u l a r  s e r v i c e s  t o  i n d i v i d u a l  p e r s o n s ,  
such s e r v i c e s  b e i n g  r e a d i l y  a v a i l a b l e  t o  t h e  p u b l i c  f o r  a  f e e .  
The s e r v i c e s  are p r o v i d e d  a s  a n  economy o f  s c a l e  and  are not 
manda ted  by law with r e s p e c t  ta a c c e p t i n g  a n  u n d ~ : ; i r a b l e  r i s k  or- 
s i t u a t i o n  as a c o n d i t i o n  p r e c e d e n t  t o  d o i n g  b u s i n e s s  i n  t h e  
j u r i s d i c t i o n .  The a p p l i c a n t  is e n g a g e d  i n  a c o m m e r c i a l  a c t i v i t y  
f a r  a  f e e  on b e h a l f  af its members. 

T h i s  f i n a l  a d v e r s e  d e t e r m i n a t i o n  is b a s e d  a n  a r e q u e s t  f o r  
t e c h n i c a l  a d v i s e ,  a t c o r d i n g l y  n o  f u r t h e r  a d m i n i s t r a t i v e  a p p e a l  
is a v a i l a b l e  on t h e  i s s ~ 1 . e  of  y o u r  exempt  s t a t u s .  I n  y o u r  
c o n f e r e n c e  w i t h  t h e  N a t i o n a l  O f f i c e  you a g r e e d  t h a t  yoir  are n o t  
d e s c r i b e d  i n  S e c t i o n  5011c) (b )  o f  t h e  Code p r i o r  t o  May 2 9 ,  
1987, t h e  d a t e  on w h i c h  y o u r  r e v i s e d  by- laws became e f f e c t i v e .  

You are  r e q u i r e d  t o  f i l e  F e d e r a l  income  ,ta:.: v - @ t u r n s  on  Form 1041 
w i t h  t h e  a p p r o p r i a t e  s e r v i c e  c e n t e r .  

Distr ic t  Directar 

cc: * * * * * *  *** * * * * * * 
*****  ** ****  
*** * * * * * * * ****   
*********** ******
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*** ***************
************* ******* 

2~1. NOV 3 0 1988 
Person to Contact: 
**** *** *******~ 

- Te lepl-.one :{r~~ber : 
***  **********   
Ernl.cyer Idcntificarian Ilu~her: 

' *************  

Fear Appl ican t : 

h'e have. ccnsidered your application for recogniti~n of exeweion under 
Section 501(c)(6) of the Internal Peverlue Code. 

******************************************************n (the "Association") 
is organized rmder Sec'tions ******  of Chapter *** of the General 1,aws of the 
************* *** ************* for the purpose of provic'.ing retirement 
bencf i ts for the cooperative hanking industry in **************. The 
Association provides a medim tlirough which funds may be collected, 
invested, accumulated, and paid out to provide pension and other benefits 
Eor eligible employees of the cooperative banking industry. By providing a 
mechanism for cooperative banks to offer retirement benefits which are 
comparable to those offered by eriployers in other industries, careers in 
cooperative  ank king are more attractive and the cooperative hanking 

. industry is beeter,able to attract and keep employees. 

The ksociation was organized **************** by the adoption of by-laws 
in accordance with the statute to administer a pepsion program for the 
cooperative banking indtistry. Organi 1tic:~s in the cooperative ~ B I P ' K .  
in6ustry nay join the Association and become "Participating Banks1' by 
adopting the by-laws of the Associaticn, I!ntil ********** *** **** the 
benefit provisions of this pension program were contained in thc by-laws of 
the Association, As of that date, the by-laws of the Association were 
amended to remove the benefit provisions and a separate "Retirement 
Program1' was adopted which amended and restated the pension program to 
comply with the Fmployee P.eeirenent Income Security Act of 1974, The 
Retirement Program was again anended and restated as Bf ***************** to 
comply with the applicable requirements of the Tax Equity and Fiscal 
tesponsibility Act of 1982, the Tax Reform Act of 1984, and the P-etirement 
Equity Act of 1984. 

The Retirement Frogram consists of three separate plans: Plan A, the 
Future Service Plan; Plan R ,  the Past Service Plan; and Plan C, the 
Surplenental Plan. Each plan has a trust find to which contributions are 
made and from r~hich benefits are paid. Flan A is a defined contribution 
plan under which an employee contributes between 1% and 10% of his salary 
to his individual account in Tmst Fund A. His enployer makes a 



cont r ihut io~ns  i riatches, tloithles, o r  t r i p l e s  the employee's 
cont r ibut ion ,  c;i t h i n  c e r t r i ~  l i ~ i  t s .  Fnployer ccnt r ibut ions  a re  nade t o  a 
f u t u r e  serv ice  account in Trust Fund A. Each enployee's hene f i t s  arc 
deternined by the balance in h i s  I'ndivi4ual account and fu tu re  service 
accoitnt and the t e rns  of the  Retirement Propram. Tlan II and Plan C a r e  
both defin'ed bencfit plans. Benef i t s  under Plan C and Plan C a r e  defined 
by t h e  t e rns  of the Fet i renent  Program and separa te  accounts a r e  not 
maintained fo r  each emloyee.  Contr ibut ions a r e  made by enployers t o  Trust 
Fund B and Trust  Fund C ,  r e spec t ive lv ,  a s  required under accepted ac tua r i a l  
p r inc ip le s  t o  provide p r o ~ i s e d  h e n e f i t s  under plans and t o  rnaintain the 
plans i n  an a c t u a r i a l l y  sound condi t ion .  Contributions tmder Plan R and 
Plan C by enployees a re  ne i the r  require* nor permitted. Renef its under a l l  
three  plans a r e  paid from the  r e spec t ive  t r u s t  fund f o r  each plan and not 
from the  Association. The Associat ion has entered i n t o  a t r u s t  agreement 
f o r  each t r u s t  fund under which a t r u s t e e  accepts ,  holds, and invests  
cont r ibut ions  and pays .henefi  ts  t o  employees. . 
On ******** *  ****, the Board of Trustees of t he  Association authorized 
the a l loca t ion  of cer ta in  a d ~ i n i s t r a t i v e  expenses t o  he charped t o  the 9 pension plans.  Other opera t ing  expenses were reimburs** ** **  - *** icipat j .np Ranks. This payment plan was amended e f f e c t i v e  ******** **  
****, a t  which time the Associa t ion ' s  board approved a l l  expenses t o  be 
r e j  mbursed thrcugh the th ree  pension plans. Bepinning i n  ***8, f inanc ia l  
support f o r  the  Association is pr imar i ly  received i n  the  form of annual 
assessments charged t o  the  Pa r t i c ipa t ing  Eanks t o  cover the  c o s t  of 
operat ing the Association. The assessments a r e  made based on a f l a t  r a t e  
charged t o  each Pa r t i c ipa t ing  Bank, p lus  an amount weighted to r e f l e c t  the 
number of employees of each bank who a r e  p a r t i c i p a n t s  under the Retirement 
Program. The Association does not a s s e s s  the indiv idual  bank employees. 

Sect ion  SOl(a) provides, i n  pa r t ,  f o r  the exenption from Federal income tax 
of organiza t ions  described i n  s e c t i o n  501(c). Sec t ion  501(c)(6) describes 
business leagues, chambers of commerce, r e a l  e s t a t e  boards, boards of trade 
and s imi la r  organizat ions not organized Eor p r o f i t  and no pa r t  of the  net 
earnings of whj,c:: inures t o  the  b e n e f i t  of any p r i v a t e  shareholder o r  
indiv idual ,  

\ 
Treasury Pegulat ion l .SOl(c) (6) -1  provides t b a t  a husiness league is an 
a s soc ia t ion  of persons having some comnon business i n t e r e s t ,  t h e  purpose of 
which is t o  promote such connon. i n t e r e s t  and not  t o  engage i n  a regular  
bus iness  of a kind ordinar i ly  c a r r i e d  on f o r  p r o f i t .  The a c t i v i t i e s  of the 
organiza t ion  must be d i rec ted  t o  the  improvement of husiness condit ions of 
one o r  more l i n e s  of business,  and not the performance of p a r t i c u l a r  
se rv ices  f o r  individual  persons, An organization whose purpose i s  t o  
engage i n  a r egu la r  business of a kind o rd ina r i ly  c a r r i e d  on f o r  p r o f i t ,  
even though the  husiness is conducted on a cooperat ive b a s i s  o r  produces 
only enough income t o  be s e l f - s u s t a i n i n g ,  i s  not a hus iness  league. 



P.ev. p u l .  .63-164, 1965-1 CF 238 [cons id~r rd  I n  *** GOf 3 0 6 4 4 ,  A-612273 
. (Apr i l  21', 1958!), bellA that a nonprcfit asscciation of ~ n r l o y e r s  in a 

part icular ind.us try uhose ac t iv i  t i c s  consisted of the negotiation of 
i n i t t e n  col lect ive  harpai nj .np labor. contracts , the interpretat  i o ~  of such 
contracts,  and the ad jus tnent of la5or disputes, qualified for  exemption 
under secticn 501(c)(6). I t  was noted that  these ac t i v i t i e s  "flirther the 
common rurpose ui th  respect to the connon labor problem of the husiness 
group and do not represent services to individual nenbers which they cot~ld 
purchase elsewhere." I t  was spec i f ica l ly  noted in Rev. Pul. 65-164 that 
the functions of a labor or personnel department trould not be ac t i v i t i e s  
consistent with exemption f o r  an association under section 50i(c)(6) 
because i t  would be perm'i t t infl  henef i t s  to inure to the menhership. 

Rev. Rul. 66-151, 1966-1 CG 152, concerned a business league exemFt under 
section 501(c)(6) whose principal ac t i v i t y  was t o  represent member f i rn s  i n  
a l l  matters pertaininp to the i r  relat ionship with labor unions. The 

,organization a l so  rcpularly managed a health and welfare plan for i t s  
renbers. I t  received a fee  for  each e ~ l o y e c  covered by the plan. In the 
context of "unrelated trade o r  husiness," Pev. Rul. 66-151 held that  the 
management of health and r~e l f a r e  plans, including the performance of 

9-  services connected therewith, constituted an ac t iv i ty  that  was not 
- - substant ia l ly  related to the purposes for  which exemption is granted under 

section 5Ol(c)(6). 
- 

Like the orgz!rlization held taxable i n  P.uP. 66-151 and unlike the 
organization held tax exempt i n  Rev. Ful.  651164, your organizations 
performs necessary services a t  reduced cost  that  const i tu te  a convenience 
and economy fo r  their  employer rcembers. 

The services you provide (pension administrative services) a r e  business 
services of the kind ordinari ly carr ied on for  p ro f i t .  Each member pays 
for these services i n  prnrortion t o  thc nrrnher elf their plan part icirlants. 

???e services performed by t h i s  organization is readily available i n  the 
market-place through commercial e n t i t i e s .  

Income tax regulation section 1.501(c) (6) -1 holds that  the performance of 
business services of tht- kind ordinari ly ca r r ied1  on for  p rof i t  w i l l  
preclude exemption under section 5Ol(c)(6) even i f  i t  is 1 ~nducted on a 
cooperative basis  



Accordingly, we conclude that y o t ~  40 not nclet the rec11lirenents for exenpt 
status under secticn SOl(c)(6) of the Code o r  any other section and propose 
t o  deny your request for exerpt ion.  

Sincerely vows, 

District ~ i r e c t o r  

cc: ******  ** ****** 
****  *** **** 
***  ******* **** t . ****** ***** ******* 


